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ECON406, Trimester 2 2016 
Answer TWO (2) QUESTIONS from SECTION A and TWO (2) QUESTIONS from SECTION B 


SECTION A 
Question 1 


Explain the concept of price elasticity of demand and discuss its relevance to the firm’s decision 
making. In addition, describe other types of elasticity relevant to the firm. Use appropriate diagram(s) 
to illustrate and explain your answer. 


Question 2 


How do firms maximise profits in the short run in highly competitive markets? Can they capture 
supernormal profits in the long run? Are there differences with respect to the case of monopoly? Use 
appropriate diagram(s) to illustrate and explain your answer. 


Question 3 


The government of a country is concerned about the level of pollution emitted by a group of 
companies producing a particular good. What type of market failure is the government aiming to 
correct? Describe the policy alternatives a government has to intervene in a market where production 
pollutes the environment. Use appropriate diagram(s) to illustrate and explain your answer. 


SECTION B 
Question 4 


Define the concepts of aggregate demand and circular flow of income, including injections and 
withdrawals. Identify the relationship between these two concepts. What would be the effect on GDP 
and fiscal budget if the government raises its expenditure on goods and services by $20 billion, and 
at the same time, raises taxes by $20 billion? Use appropriate diagram(s) to illustrate and explain 
your answer. 


Question 5 
Explain the expected effects of a fall in money supply on aggregate demand, GDP and inflation. Use 
appropriate diagram(s) to illustrate and explain your answer. 


Question 6 

Explain what is the exchange rate and its alternative systems. Suppose speculators expect the 
Australian dollar to appreciate against the US dollar. What would happen in the exchange rate 
market? What would be the effects on the balance of trade in goods and services? Use appropriate 
diagram(s) to illustrate and explain your answer. 


Please remember - This examination paper MUST BE HANDED IN. Failure to do so will result in the 
cancellation of all marks for this examination. 
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